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Mr. Chairman and Members of the Subcommittee: 

We are pleased to be here today to discuss our assessment of 

the administration's current pilot program sale of existing 

federal loan assets under the Office of Management and Budget 

(OMB) guidelines and its fiscal year 1988 sale plans. In 

September 1986 .' we testified and reported to this subcommittee on 

the interim results of our review of OMB's guidelines for the sale 

of existing federal loan assets. We said that OMB's policies will 

result in the objectives of the loan asset sales pilot program not 

being fully achieved. Since our September 1986 testimony and 

report, we have completed our review of selected government-owned 

loan portfolios included in the initial,pilot sale of existing ~ 

federal loans and completed an overall assessment of the status of 

the administration's loan sale initiatives, which include the 

prepayment of loans by borrowers, 

It is important to note that 

for fiscal years 1987 and 1988. 

the administration's current 

credit reform proposals also include proposals to sell new loans 

as they are made. Our testimony today, however, will focus on our 

review of the proposed sale of existing loans and the prepayment b 

of loans by borrowers. 

W ith respect to the sale and borrower prepayment of existing 

loans, we sampled and reviewed six loan portfolios. Collection 

results vary considerably from program to program. Except for the 

Department of Education's Guaranteed Student Loans, our work 



showed that loan repayments were not current for between 0 and 26 

percent of the loans we reviewed. For the Guaranteed Student 

Loans program, about 91 percent of the loans were noncurrent. 

Many noncurrent loans, however, are brought back to current 

status, and our sample results for programs with available da-ta 

show that the borrowers should ultimately fully repay between 93 

and 100 percent of the amounts owed if past loan repayment trends 

continue. Our work also revealed the following. . 

-- The government has a wide variety of loan programs 

designed to achieve social and policy goals and to provide 

credit to borrowers who would not be served by the private 

sector. As a result, credit initiatives, such as loan 

sales, cannot always be uniformly applied to all 

government loan portfolios. Sale decisions, for example, 

should be made on a portfolio-by-portfolio basis. 

-- Some characteristics of government loans--the high rate of 

noncurrent loans, for example --could adversely affect the 

net proceeds from their sale. 

-- OMB's loan sale guidelines, which do not allow agencies to 

sell their loan portfolios with any form of recourse to 

the government, may result in depressing the net proceeds 

from the sale of some loan portfolios. 
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-- For certain loan portfolios, the government may realize 

larger cash receipts over the term of the loans by 

retaining the loan portfolios rather than by selling them 

to meet short-term deficit reduction goals. 

-- The sale of federal loan assets-- even when the government 

would get the full value of the loans when they are sold-- 

will not reduce the structural budget deficit because loan 

sales simply shift revenues from future years to the year 

of sale. 

To provide guidance to agencies in the loan asset sales area, 

on July 8, 1986, OMB,issued guidelines for loan asset sales. As 

stated in the guidelines, the objectives of the lo,an asset sale 

pilot program are to 

-- reduce the government's costs of managing credit programs 

by transferring responsibility for servicing, collecting, 

and other administrative activities to the private sector; 

-- provide an incentive to improve loan origination (improve 

loan terms and conditions) and documentation; 

-- determine the actual subsidy of a federal credit program; 

and 
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-- increase the government's receipts in order to reduce the 

budgetary deficit in the year of the sale. 

In our view, there is a need to improve the government's 

management of credit activities. We agree -that documentation on 

the borrowers and loans needs to be improved for some portfolios. 

This includes the need for better accounting records. Selected 

loan asset sales could provide an added incentive to develop and 

maintain sound records. 

OVERVIEW OF EXISTING GOVERNMENT LOANS 
AND LOAN GUARANTEES 

A brief overview of the government's loans and loan 

guarantees would be useful to put our views regarding the sale of 

existing loans into a proper frame of reference. According to the 

President's fiscal year 1987 budget request, the estimated 

outstanding principal balance for the federal government's direct 

loan programs will be $256 billion on September 30, 1987. In 

addition, the federal government will have loan guarantees of $567 

billion outstanding. Details of the loans and guarantees are in 

attachment I. b 

Under direct loan programs, the government acts like a 

banker. It makes loans directly to borrowers and collects the 

principal and interest payments over the life of the loan. TJnder 
loan guarantee programs, private lending institutions make loans 
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to the borrowers and can be responsible for servicing the loans 

until paid. In this instance, the government would only become 

involved if the borrower defaults on the loan. If this happens, 

the federal government often will repay the lender and assume 

title to the loan. Once title is assumed, 'the guaranteed loan is 

handled like a direct loan. In some guarantee loan programs, 

default is resolved by the lender foreclosing on the loan and 

taking possession of the collateral. In that case, the government 

may either take the collateral and pay off the loan or it may 

require the lender to sell the collateral and pay the lender any 

remaining shortfall from the outstanding balance of the loan. 

The government provides loan guarantees and makes direct 

loans to achieve policy and soc.ial goals and to provide credit to 

borrowers who the Congress believes would not be served adequately 

by the private sector. The federal government's portfolio of 

loans consists of about 100 widely diversified types of loans with 

an enormous range of terms and conditions. These loans and 

guarantees also vary considerably as to the financial condition of 

borrowers (students versus small electric utilities, for example), 

collateral securing the loans and guarantees, interest rates, b 

repayment periods, and loan servicing policies. As a result, we 

believe that credit reform initiatives, such as loan asset sales, 

cannot always be uniformly applied across-the-board to all federal 

credit programs. Instead, such initiatives must be evaluated on a 

portfolio-by-portfolio basis to determine the costs and benefits 
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to the government, the impact on policy, and the impact on 

borrowers. A detailed listing of all of the portfolios is 

included as attachment I to this statement. It should also be 

recognized, however, that since the government will not be the 

holder of guaranteed loans unless the borrower has already 

defaulted, the net proceeds from the sale of such loans could be 

lessened. 

. 

ADMINISTRATION AND CONGRESSIONAL 
LOAN SALE INITIATIVES 

I would now like to turn to the government's loan sale 

initiatives. The administration's initial pilot loan sale 

Proposal for fiscal year 1987 involved the sale of loan assets . 

from 12 programs with outstanding principal balances totaling 

about $4.4 billion, with the main objective of the sales being to 

foster federal credit reform. OMB projected that these sales 

would generate $1.7 billion in net sales receipts that could be 

used to reduce the federal deficit. As discussed earlier, OMB 

envisioned the pilot program primarily as a means of initiating 

reforms in federal credit programs. 

The Omnibus Budget Reconciliation Act of 1986,"expanded the 

administration's pilot program to generate a total of $6.8 billion 

in net cash receipts. The Congress estimated that about $9.3 

billion in outstanding principal balances from nine programs would 

have to be sold to the public or redeemed by borrowers. The 
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Conference Report on the act specifies that various sale 

arrangements should be considered to ensure that the government 

realizes the best possible net return from the sale of these 

assets in a fiscally responsible manner. 

Finally, in fiscal year 1988, the administration's budget 

proposes to increase selling loan assets with a total outstanding 

principal balance of $12.5 billion from 23 loan programs and 

expects to receive $5.9 billion in net sale proceeds. Attachment 

II provides a comparison of the original pilot sale with the 

fiscal years 1987 and 1988 sales programs. 

CURRENT STATUS OF LOAN SALE PROGRAM 

Currently, seven agencies plan to sell portions of nine loan 

portfolios or to offer borrowers the opportunity to prepay their 

loans. Two of these agencies have hired financial advisors--the 

Department of Education and the Department of Agriculture's 

Farmers Home Administration. The Department of Housing and Urban 

Development (HUD), while not using financial advisors, plans to 

use its own staff as well as the Government National Mortgage b 

Association to help sell HUD loans. In addition, the Veterans' 

Administration (VA) also does not plan to obtain financial 

advisors but will rely on the expertise of its own staff to plan 

for and conduct loan sales. One agency, the Export-Import Bank, 

is in the process of selecting its financial advisor. The 
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Department of Education, with the assistance of its financial 

advisor, is in the process of selecting an underwriter to conduct 

the actual sale of portions of its $2.2 billion College Housing 

Loan Portfolio. The Rural Electrification Administration and HUD 

plan to offer borrowers the opportunity to .prepay loans from 

certain portfolios. 

To date, however, no loans have actually been sold under the . 
pilot program. Only two utilities have actually prepaid their 

loans held by the Rural Electrification Administration. 

Attachment III provides additional information on the progress 

that agencies are making in preparing for loan sales. 

CHARACTERISTICS OF SAMPLED 
LOAN PORTFOLIOS 

I would now like to address the characteristics of the 

existing loan portfolios we sampled and reviewed. In evaluating 

the government's loan sale initiatives, we categorized the 

government's loan portfolios into five broad classes related to 

commercially available credit: 

-- single family housing loans (four or fewer families per 

unit); 

-- multifamily housing loans (over four families per unit); 
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-- commercial loans (utilities, businesses, schools); 

-- consumer loans--secured; and a 

-- consumer loans--unsecured. 

We sampled the following loan portfolios included in OMB's 

initial pilot sale program. 

Table 1: Loan Portfolios Sampled 

Type of loan by aqency 

Portion of 
Portfolio's unpaid prtfolio to-be 
principal !3alance sold in FY 1987 

. ------------(millions)------------ - 

VA Vendee Single Family Housing Loans 

HUD Federal Housing Administration 

Multifamily Housing Loans 

Agriculture Rural Electrification Lmns 

Small Business Administration Disaster 

Hcme Lmns 

Education Guaranteed Student Loans 

Education College Housing Lmns 

Tbtal 

$ 1,241 $ 690 , 

2,799 300 

14,678 14,67aa 

700 600 

1,051 0 

$ 2,181 983 

f4aa 

%?hese loans will be offered to borrowers for prepayment. 
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.  I  

W e  fo u n d  th a t th e s e  p o rtfo l i o s  v a r i e d  w i d e l y  i n  te rm s  o f 

b o rro w e r c re d i tw o rth i n e s s , c o l l a te ra l , a n d  l o a n  te rm s  a n d , 

c o n s e q u e n tl y , h a d  to  b e  c o n s i d e re d  o n  a n  i n d i v i d u a l  b a s i s  a s  to  

th e i r  s a l e a b i l i ty . W e  a l s o  fo u n d  th a t th e s e  g o v e rn m e n t l o a n s  h a v e  

c h a ra c te r i s ti c s  w h i c h  c o u l d  l e s s e n  th e  n e t p ro c e e d s  th e  g o v e rn m e n t 

w o u l d  re c e i v e  i f th e  l o a n s  w e re  s o l d  to  p r i v a te  i n v e s to rs . 

T h e  s i x  l o a n  p ro g ra m s  w e  re v i e w e d  re fl e c t a  c ro s s  s e c ti o n  o f 

, 
th e  l o a n  c l a s s e s  a n d  e a c h  w a s  i n c l u d e d  i n  th e  p i l o t s a l e  p ro g ra m . 

T h e  s e l e c te d  l o a n s , h o w e v e r, s h o u l d  n o t b e  c o n s i d e re d  c o m p l e te l y  

re p re s e n ta ti v e  o f th e  g o v e rn m e n t' s  1 0 0  w i d e l y  d i v e rs i fi e d  l o a n  

p ro g ra m s . A s  w e  h a v e  e a r l i e r  re p o rte d , a g e n c y  l o a n  a c c o u n ti n g  

s y s te m s  a n d  d o c u m e n ta ti o n  d i ffe r s u b s ta n ti a l l y  i n  q u a 1 i ty .l  

S p e c i a l  L o a n  P ro v i s i o n s  

A s  p re v i o u s l y  m e n ti o n e d , m o s t fe d e ra l  l o a n  p ro g ra m s  a re  

d e s i g n e d  to  a c c o m p l i s h  c e rta i n  n a ti o n a l  p o l i c y  g o a l s  a n d  

o b j e c ti v e s . D u ri n g  o u r re v i e w , w e  i d e n ti fi e d  i n s ta n c e s  w h e re b y  

fe d e ra l  a g e n c i e s  a re  re q u i re d  to  e n s u re  th a t th e  p u rc h a s e rs  o f 

fe d e ra l  l o a n s  c o n ti n u e  th e s e  p o l i c i e s  a fte r s a l e s  h a v e  b e e n  

c o n d u c te d . F o r e x a m p l e , l e g i s l a ti o n  a u th o r i z i n g  th e  D e p a rtm e n t o f 

E d u c a ti o n  to  a l l o w  b o rro w e rs  to  p re p a y  A c a d e m i c  F a c i l i ti e s  L o a n s  

l D e b t C o l l e c ti o n : B i l l i o n s  A re  O w e d  W h i l e  C o l l e c ti o n  a n d  
A c c o u n ti n g  P ro b l e m s  A re  U n re s o l v e d  (G A O /A F M D -8 6 -3 9 , M a y  2 3 , 

1 9 8 6 ). 
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at a discount requires the borrowers to continue to use the 

educational facilities (financed with the loan) for the purposes 

related to the original terms of the lo&n. 

Similarly, some of HUD’s multifamily program properties are 

involved in rent subsidy programs which provide rental assistance 

to eligible tenants. The loan agreements for these properties 

include covenants which cover issues such as rent subsidies, rent 

restrictions, and eviction policies. If HUD were to sell these 

loans, it would have to structure the sale in ways to preserve the 

provisions specified in the loan agreements. For example, the 

sale would have to be structured so that the purchasers of these 

loans could not raise rents after sale in the event of a 

foreclosure. Purchasers of these loans would probably request 

larger discounts than they would if the loans did not include 

these special provisions. If the provisions were not enforced 

after sale, however, the original purpose in making the loan would 

be lost. In addition, relaxation of these regulatory provisions 

could create opportunities for unintended windfall gains on the 

part of the borrower and the new owner of the loan. 

Loan Collateral 

W ith the exception of the Guaranteed Student Loan program, 

the loan portfolios we reviewed generally are backed by some form 

of collateral. The collateral, however, varies and could affect 
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the amount a private investor would pay to purchase the portfolio 

even though the government's repayment experience with a 

particular portfolio indicates that the government may fully 

collect principal and interest payments for almost the entire 

portfolio. 

To illustrate, the Small Business Administration's (SBA) 

disaster loan program makes direct loans to homeowners, renters, 

and businesses to repair or replace damaged real estate -or 

personal property to predisaster conditions. They are secured by 

collateral such as borrowers' residences, borrowers' personal 

property, and, in some instances, no collateral at all. Since SBlp 

does not always hold the first lien on real estate collateral, and 

the personal property collateral may be considered insufficient, 

prospective buyers may request larger discounts because of the 

risk associated with purchasing an asset with weak collateral. 

Even though some SBA loans are backed by relatively weak 

collateral, our sample results confirm SBA'S accounting records 

which show that SBA fully collects on about 98 percent of its 

disaster loans. 

Loan Documentation 

For the loan portfolios included in our sample, with the 

exception of HUD's Multifamily housing Loan portfolios and 

Education's College Housing Loans, the programs did a good job of 
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maintaining loan records. We found the loan documentation files 

to be adequately maintained, and the loan records contained the 

important documents needed to conduct d loan sale. These 

documents included, along other things, promissory notes and 

copies of the mortgages. 

For example, our review of the Rural Electrification 

Administration's loan program found that all loan files were 

accounted for and all required documents were included. 

Similarly, our review of the SBA's Disaster Home Loans disclosed 

that out of 720 loan files sampled, only 11 files were missing. 

The remaining files reviewed included all required documents. In 

contrast, 10 percent of the Department of Education's College 

Housing Loan files were completely missing, and 65 percent of the 

files sampled were missing key documents such as the mortgage 

contracts. Similarly, 16 percent of HUD's Multifamily Housing 

Loan files were completely missing, and 4 percent of the files 

sampled were,missing key documents. W ithout proper documentation 

as evidence of loan asset ownership, we believe prospective 

portfolio buyers will probably be reluctant to bid on the 

portfolio or pay an acceptable price if recourse to the government 

is not offered. 
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Loan Delinquent and Uncollectible Rates 

For the loan portfolios we reviewed, we identified two key 

rates related to the collection of loan principal and interest 

payments-- the uncollectible rate and the noncurrent or delinquency 

rate. The uncollectible rate shows the number of loans for which 

borrowers did not pay all principal and interest payments called 

for in the original loan agreement and which resulted in the 

government taking some legal action to collect the amounts owed. 

The delinquency rate shows the number of loans for which payments 

are in arrears on the original or restructured loan terms. In 

many cases, the government- granted an extension in the loan terms 

or other changes in the repayment terms of the original note. 

The delinquency rate results from the nature of government 

loans, creditworthiness of government borrowers, and the 

government's sometimes tolerant loan servicing practices. The 

government, for example, often will extend the terms for 

delinquent borrowers during periods of financial hardships, such 

as loss of a job, by suspending loan payments until the borrower 

is capable of resuming them. . 

Overall, for the four programs for which we could collect the 

information, the government has experienced loan uncollectible 

rates of between 0 and 7.2 percent and delinquency rates of 

between 0 and 26 percent. For the Guaranteed Student Loan 
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Program, about 91 percent of the loans are delinquent, and these 

loans have doubtful collection prospects. Attachment IV to this 

statement shows the delinquency and uncollectible rates for loans 
. 

reviewed, as well as other portfolio characteristics. Previously 

we have reported widely varying loan collection rates and 

practices in the government's other loan programs. 

Loan Servicing Policies 

Federal agencies will often work with delinquent borrowers to 

help them become current on their loan accounts. This 

forbearance, in most instances, is a matter of the agency's 

collection policies. However, in some cases, the agencies' 

policies are governed by statute. For each of the loan programs 

we reviewed, we identified several provisions in the loan 

programs' statutory authority which authorize federal agencies to 

defer loan payments and extend payment due dates. For example, 

the Rural Electrification Act of 1936,permits the Rural 

Electrification Administration (REA) to extend the time of payment 

of interest or principal from borrowers for up to 5 years beyond 

the date it became due. Similarly, legal provisions allow the 

Administrator of SBA to extend or suspend principal or interest 

payments on its Home Disaster Loans for up to 5 years in case of 

severe borrower financial hardship and to extend the term of the 

loan for up to 10 years if SBA expects to foreclose on the loan. 

Also, Public Law 89-754 provides VA the authority to grant 
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mortgage relief to a "distressed mortgagor" through the issuance 

of a mor+.,tJrium to the mortgage holder to avoid foreclosure. 

The private sector will sometimes also work with borrowers to 

help them cope with temporary financial difficulties by modifying 

original loan payback terms. We did not, however, examine its 

practices as part of our review. 

With respect to the government's special legal requirements 

and loan servicing policies, loan sale agreements with the 

purchasers of federal loans will have to be structured to ensure 

that the statutory and contractual rights of the borrowers are not 

prejudiced by the sales. Since most agencies with plans to sell 

loans are just engaging financial advisors and underwriters, and 

have not ;'et formalized final sale plans, we could not determine 

how they plan to protect borrowers' rights. 

LOAN SALE RECOURSE NEEDED TO 
MAXIMIZE POTENTIAL NET SALES PROCEEDS 

In our September 1986 testimony before this subcommittee and 

in our report2 of the same date, we pointed out that the 

characteristics of federal loan portfolios that differ from 

private sector loans could adversely affect the net proceeds from 

the sale of these loans if the sales are made on a nonrecourse 

basis. These characteristics include high delinquency rates, 

2Loan Asset Sales: OMB Policy Will Result in Program Objectives 
Not Being Fully Achieved (GAO/AFMD-86-79, Sept. 25, 1986). 
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substandard loan documentation, and the creditworthiness of the 

borrowers. Furthermore, both results of past government loan 

sales to private investors and our current review demonstrate that 

agencies need the flexibility to conduct sales on a recourse basis 

where appropriate. W ith sales on a recourse basis, the government 

insures to some degree the repayment of loans. W ithout this 

flexibility, the government will not realize the best possible net 

return on the sale of its assets. 

The conference report on the Omnibus Budget Reconciliation 

Act of 1986 strongly favors such flexibility when agencies conduct 

loan sales. The report notes that the sections of the act dealing 

with the sale of various federal loan assets intentionally does 

not specify whether loan sales should be carried out with or 

without recourse. This was done, the conferees state, to ensure 

that loan sales would be structured to enable the government to 

realize the best possible net return from the sale of the assets 

in a fiscally responsible manner. 

In both our September 1986 testimony and report, we 

recommended that OMB's loan sale guidelines be modified to allow 

recourse sales where appropriate-- especially where future loan 

loss rates could be reliably predicted and recourse provisions 

could be structured so that both the government and investors 

shared the future risks. 
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Subsequent to our testimony and report, the subcommittee 

requested in a letter to OMB that it modify its loan sale 

guidelines in accord with our recommendations. OMB, however, has 

not modified its loan sale guidelines to provide for recourse 

sales. OMB still maintains that the primary objective of the sale 

of government-held loans is federal credit reform and not the 

maximization of loan sale net proceeds. 

We believe OMB needs to recognize that the loan sales program 

has become a revenue raising tool, and, consequently, OMB needs to 

restructure the sales program to maximize revenues by providing 

for recourse sales, The Omnibus Budget Reconciliation Act of 1986 

focuses on loan sales as a revenue generating tool. Furthermore, ,, 

OMB testified during the September 1986 hearings that sales with 

recourse would be a logical way for the government to generate 

revenue. 

The government's programs for mortgage loans have established 

a secondary credit market for housing loans, built private- 

investor familiarity with mortgage-backed loans, and established a 

payment history for the loans. As a result, portfolios of 

mortgage loans are now routinely sold in established markets. 

Even with these established markets, HUD has found that some form 

of recourse to the government is needed to maximize net sale 

proceeds from selling mortgage loans. HUD and VA have previously 

sold direct mortgage loans to private financial institutions, and 
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many of their sales have been with some form of recourse to the 

government. 

In 1984, OMB directed HUD to discontinue selling assigned 

mortgage loans with insurance--one form of recourse sales. 

According to HUD officials, dropping the insurance reduced the 

sale of mortaages so significantly that additional sales could not 

be justified, and the sales program was suspended. 

Federal National Mortgage Association experts estimate that 

if HUD's Multifamily Housing Loans are sold without 

recourse, sales proceeds could be as low as 20 cents for each 

dollar of outstanding principal balance. 

In July 1986, the consulting firm of Smith-Barney, Harris 

Upham & Co. issued a report on the proposed sale of the Department. 

of Education's $2.2 billion College Housing Loan portfolio. The 

results of that study also showed that the government would 

realize higher net sale proceeds if sales were conducted with 

recourse rather than without. For example, the firm estimated 

that $220 million in additional sale proceeds could be realized if I, 
these sales were made with a limited recourse whereby the 

government's expected future liability would be $60 million if 

past loan repayment rates continue. 
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In contrast to mortgage loans, the private financial markets 

are not familiar with many of the types of loan portfolios the 

government now Droposes to sell, and no established secondary 

credit markets for these loan portfolios exist. In addition, 

several private investors said they do not feel they have 

sufficient, reliable knowledge of the types of collateral, default 

and delinquency rates, and characteristics of the loans the 

government now proposes to sell. Consequently, if the federal 

government plans to continue its loan sales program and maximize 

its net sales proceeds, it will have to establish markets for 

these new kinds of loans and build investor confidence. This can 

best be done by offering, at the start at least, the sale of loan 

portfolios with some form of recourse to the government. 

One form of recourse is being planned by the Farmer's Home 

Administration. It plans to sell securities backed by an 

overcollateralization of loans, or in other words, a collection of 

loans sufficient to achieve its desired net sales proceeds. 

SOME LOAN PORTFOLIOS SHOULD.BE 
HELD TO TERM RATHER THAN SOLD 

From a financial perspective, ‘the decision to sell existing 

government loan portfolios should be evaluated by comparing the 

value to the government today of future loan repayments with the 

estimated net proceeds expected from the sale of the loans. 

Determining the value today of future loan repayments involves a 
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financial calculation called "present value." The present value 

calculation of future loan repayments will provide the financial 

cost to the government of selling government-held loans and of 

allowing borrowers to prepay their loans. Loan sale decisions, 

however, will include financial as well as policy considerations 

such as improving the government's management of credit 

activities. 

We compared the present value of future loan repayments with 

the estimated net sale proceeds for three of the six existing loan 

portfolios we sampled and reviewed. (See attachment V.) These 

comparisons showed the following. 

-- The value to the government of future loan repayments was 

greater than the estimated sale proceeds for the three 

loan portfolios and the amounts borrowers would pay to buy 

back their loans. 

-- The sale of loan portfolios and the prepayment of loans by 

borrowers would not reduce budget deficits over the long- 
b 

term even if the value of future loan repayments equaled 

the estimated net sale proceeds or prepayment amounts. 

If, on the other hand, the sale of loans results in better 

repayment on other government loan portfolios through improved 

documentation and better overall collection activities, then it 
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may be worthwhile to take some discounts on sales to accomplish 

this. 

I would like to briefly discuss the methodologies for 

computing the present value to the government of future loan 

repayments and for determining estimated net loan sale proceeds 

used by pclvatt: investors to compute loan prepayment amounts for 

borrowers who are allowed to prepay their loans. I would also 

like to discuss the results of our comparison of these amounts. 

Computing the present value to the government of future loan 

payments entails 

-- determining the net future payments the government will 

receive by determining the future principal and interest 

payments borrowers will make under their loan agreement 

and adjusting these payments to reflect the estimated 

future loan losses and 

-- discounting the future payments of principal and interest 

to their present value using the Department of the 

Treasury's borrowing rates for securities having 

maturities comparable to the government's loans. 

Similarly, private investors, in determining the net sale 

proceeds they will pay for a loan portfolio, will compute the 
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present value of the future net principal and interest payments 

using an interest rate-- commonly referred to as the discount 

rate-- that will reflect the differences in loan interest rates and 

market interest rates at the time loans are sold and the risks the 

investocs assume *Mhen purchasing the loans. Specifically, the 

investor's discount rate incorporates 

-- the investor's rate of return on alternative investments-- 

market rates at the time loans are sold; 

-- the risk the investor assumes for estimated future loan 

losses, especially when sales are to be consummated on a 

non- or limited-recourse basis; 

-- the investor's lack of familiarity with the type of loans 

the government is offering for sale; 

-- the investor's cost to service the loans: and 

-- the investor's cost to finalize the sale, including the 

cost of obtaining credit ratings on loans offered for 

sale. 

Likewise, borrowers will determine the amount they will pay 

to buy back their loans by discounting their future principal and 
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interest payments using the interest rate private lenders will 

charge them for the remaining life of the loan. 

In computing the present value of any type of financial 

payments to be received in the future, such as a series of future 

loan principal and interest payments, a higher discount or 

interest rate will yield a lower present value. In the case of 

government loan portfolios, the government's borrowing rate will 

generally be lower than an investor's or borrower's discount rate; 

consequently, the present value to the government of future loan 

principal and interest payments will generally be higher than the 

net sale proceeds or borrower's prepayment amount calculated using 

discount rates. This fact was confirmed by our analyses of 

Education's college housing, and the REA's utilities loan 

programs. 

/ 

Currently, REA loans have an unpaid principal balance of 

$14.7 billion. These loans carry a weighted-average interest rate 

of 3.77 percent and are to be repaid over an average of 24.5 

years. REA borrowers would not repay the outstanding principal 

balances on their loans. Instead, they would repay the present 

i - value of outstanding principal and interest payments on their 

I loans based on the double A bond rate for utilities, which is the 

discounted rate the REA Administrator has chosen for this program. 

The present iralue of !.?an principal and interest payments, based 

on interest rates For Yeasury securities, is about $10.4 billion, 

I 
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while the present value of the principal and interest payments 

based on the double A bond rate is about $9.3 billion. Therefore, 

if all REA borrowers prepaid their loans, the present value of the 

funds the government would not receive would be about $1.1 

billion. A private financial investor estimated that the REA 

portfolio would yield about $9.8 billion in sale proceeds if sold 

on a recourse bas;is and $9.1 billion if sold on a nonrecourse 

basis. 

College housing loans have an unpaid principal balance of 

$2.2 billion. The loans carry an average interest rate of about 

3.16 percent, and are to be repaid over an average of 21.54 years. 

The present value of loan principal and interest payments, based 

on interest rates for Treasury securities, is' about $1.5 billion, 

while Smith-Barney estimates that the loans would yield about 

$1.2 billion in net proceeds if sold on the open market. The 

funds not received if the loans are sold have a present value of 

about $300 million. 

The additional costs the government will incur in selling 

some loan portfolios, as illustrated by the above examples and 

our financial analyses of three portfolios detailed in 

attachment V, should be viewed in the context of the potential 

improvements sales could foster in agency loan origination 

practices. Specifically, if loan sales achieve the goals of 

encouraging agencies to more effectively evaluate the 
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creditworthiness of borrowers and make better loan origination 

decisions, to maintain better loan documentation and accounting 

records, and to implement better collection practices, then the 

government will realize increased loan repayments or sales 

proceeds. These increases in loan repayments or sales proceeds 

could somewhat offset the costs incurred in selling some of the 

government's loan portfwiios. 

Currently, no one can reliably predict, however, whether loan 

sales will in fact foster better agency loan origination, 

documentation, and collection practices, nor can anyone predict 

the amount of any increased loan collections that will result. At 

the same time, in fairness, we would add that the attention to 

debt collection and loan sales activities over the past 2 years 

has resulted, we believe, in improvements in these areas. 

However, we are not able at this time to quantify this impact. 

LOAN SALES WILL NOT NECESSARILY 
REDUCE BUDGETARY DEFICITS 

Sales of loan assets should not be seen as a way to resolve 

our fundamental deficit problem. Portfolio sales of $5 billion to 

$10 billion a year will accelerate collections, but they will not 

change the basic structural imbalance between governmental 

receipts and outlays. Specifically, the sale of existing loans 

under the pilot program could potentially have very different 

effects on short- and long-run budget deficits. 
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The sale or prepayment of existing government-held loans will 

not, over the long term, reduce budgetary deficits even if net 

sale proceeds equal the present value to the government of future 

loan payments based on the government's borrowing costs, that is, 

the interest rates on Treasury securities. The structural 

budgetary deficits-- the annual gaps between government cash 

receipts and outlays-- will not be closed by the sale of federal 

loan assets because their sales will not create additional cash 

receipts throughout several budget cycles. 

Sales of existing loans simply shift future loan payments to 

be received by the government to the year of sale and, as a 

result, do not create additional cash receipt‘s above the revenues 

the government would have received through loan repayments had it 

not sold the loans. If loans are sold, cash receipts are 

increased in the year of the sale but are reduced over the 

remaining life of the loan portfolio, thus making additional 

Treasury borrowing necessary in subsequent years. Further, if the 

sale or prepayment of existing loans yields net sale proceeds or 

prepayment amounts less than the present value to the government 

of future loan repayments, budgetary deficits over the long term 

will increase. 

In addition, the Government National Mortgage Association has 

outstanding about $424 million in special securities sold to the 
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public and other federal agencies called participation 

certificates. These certificates are collateralized by portions 

of certain existing government loan portfolios. If these 

portfolios are sold, a portion of the net sale proceeds will have 

to be used to redeem the participation certificates. 

CONCLUSIONS 

Overall, our review of the administration's plans to sell 
existing loans shows that: 

-- Sales of loan portfolios will not resolve our fundamental 
deficit problem. More fundamental changes are needed to 
address deficits that have been running about $200 billion 
each year. 

-- The characteristics of federal loan pbrtfolios are so 
varied that sale decisions must be made on a portfolio-by- 
portfolio basis. 

-- The stream of principal and interest payments that the 
government foregoes by selling a loan generally will be 
worth more than the revenue derived from the sale of the 
loan. 

-- OMB's loan sale guidelines, which do not allow agencies to b 
sell their loan portfolios with any form of recourse to 
the government, may result in depressing the net proceeds 
from the sale of some loan portfolios. 

This concludes my formal remarks. I will be pleased to 
answer any questions you or other members of the subcommittee may 
have. 
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AT+ACHMEHT I SUMIARY OF FEDERAL GOVERNNENT LOANS PER FISCAL YEAR 1987 BUDGET ESTIHATE 
“““““.“““““.““““““.“““““““““““““”””””””””””””””““““““““““”””””””“““““““” 

(In Thousands of Dollars) 

ATTACHKENT I 

I 1 I Direct Loans 
I I I To Public Held 
I Agency t Direct Loans I By FFB And 
I Direct Loans I To Public I Guaranteed By 

AyencylDepartflent--Proyrae I To Public 1 Held By FFB I hqencies 
~aaa~aaaaaaaaaaaaaaaaaaaaaaaaaaa~aaaaaaaaaaaaaa(aaaa---- -“----“--” -.--a--------.-a1aaaaaaaaa--- ---aaaaaaa~iaaa=aaa::aaaa=aa: 

1 I I I 
-.“““““.“.““““““““.“““““““““““““”””.””””””” f 0 I 

I Deputeent of Education I I I I 
““““““““““““““““““““““““““““““““””””””””””” I I . 8 I 

Off lee of Portsecondary Education: 
Student Financial Assistance 
Guaranteed Student Loan 
Higher Education 
Higher Education Facilities Loans and Ins. 

~ College Housing Loans 
~ Guarantees of Student Loan Harketiny 

Assoc. Obliyations, FFB Direct Loans 

Totals - All Departaent of Education Proyraar 

““““_““““““_“-“““““““““--“-~““““””-””””””” 

1 Department of Eneryy I 
““““““““““““““-“~““““““““““““““--”””-”-””” 

Eneryy Program 
Enrryy Supply, R and D Activities 
Geothereal Resources Developeent Fund 

Power ltarketiny Adrinistration: 
~ Bonneville Power Administration Fund 

totals - All Department of Eneryy Proqraes 

““““““““““““““““““““““““““““““““”””””””””” 

1 Departrent of Health and Human Services I 
:“““““““““““““““““““““““““““““““””””””””””” 

Gealth Resources and Services Admin.: 
: Health Resources and Services 
I Health Professions 6rad Stu Loan Ins Fund 
j Health Education Loans 
I Nurse Traininy Fund 
/ Hedical Facilities Guarantee and Loan Fund 
/ Hed Fat 6uar and Loan Fund FFB Loan Asset 
/ Health Haintenance Ory Loan & Loan 6uar Fd 
/ Health Maintenance Orq Loan & Loan Guar Fd 
I 

s 

FFB Loan Asset Purchase 
ocial Security Administration: 

Refugee and Entrant Assistance 
Ruean Developaent Services: 
~ Coma Dev Credit Union Revolving Loan Fund 

Iota1 - All beparteent of HHS 

5,369,850 
4,777,157 

34,158 
321,538 

1‘167,064 

““““““““““““““” 

ll,bb9,767 
*saa*at***~D:aa~ 

1,101 
12,400 

42,400 
“““““““““““““““” 

55,901 
aaaaaalaaaa:aaaa 

491,889 
48,143 

2,942 
3,031 

27,609 

2,175 

13,796 

1,751 
---------------- 

591,336 
“aa=:3:ta=a:aa: 

i - 

I 

i 

I 4,970,ooo 
-“““““““““““““” ; ““““““““““““““” 

0 I 4,970,ooo 
aa*:aaa=ta:aa:: ; :*:a~aa:a:“a*I 

I 
I 
t 
I 
I 

“---““““““““““” 

0 

aaa**aataaaaaaa 

I I 

I I 
6 

I Agency Guaranteed I 
, 1 Loans I 
t Outstandiny I 

:.~::::f..=aa5:+:at+:aaa~ 

I t 
I I 
I 1 

I I 

! I 1 

i 



\ 
ATTACHMENT I ATTACHMENT I 

I 
I I Direct Loans I I 

I , I To Public Held I I 

I Agency I Direct Loans f By FFB And I Rgency Guaranteed I 
I Direct Loans I To Public I Guaranteed By I Loans I , 

RgencylDeparteent--Program I To Public I Held By FFB I Agencies I Outstanding I 
~L~1xnnnxxx1~x..Ix1~xxxx~xxxxxx~x~~%~~~~x~~x~x~~a~x ,-------------------I________ E.SS5S.iE.:L.=5P51E*===~===~=========,--------------*-.--, ---------, ------.-i==s---------, 

_-__-_--____-_____-_____________________--- 

I Departrent of Labor I , 
-___--__----__-___-_____________________--- 

Pension Benefit Guaranty Coporatian: 
Pension Benefit Guaranty Corp. Fund 

Total - Department of Labor Program 

__-___-_----------------------------.------ 

I Departrent of State I 
_______-____________----------------------- 

Rdrinistrrtion of Foreign Affairs: 
Eeerqencies in Diplomatic I Consular Ser 

International Orqanitationr and Conferences: 
Contributions to International Orgs 

Total - Ml Departrent of State Prograrr 

__---____---________----------------------- 

,I Department of Transportation I 
_-__-____--_____________________________--- 

L; 

f 

‘rderal Highway Adainistration: 
Liquidation of Contract Author Trust Fund 
Right-of-hay Revolving Fund 

‘ederal Railroad Adrinirtration: 
Ruilroad Rchrb and Inprovert Financing Fds 
Railroad Rchab and Iaprovert Financing Fd 

(Set 5111, FFB Direct Loans 

lrban MSS Transportation Administration: 
Rise, Expired kcountr 

:ederal Aviation Administration: 
Aircraft Purchase Loan Buarantee Program 

laritire Administration: 
Federal Ship Financing Fund 

lffice of the Secretary 
Transportation Planning, Research, and 

Developrent 

fatal - 1111 Dept. of Transportation Programs 

, 

76,486 
115,552 

i 
, 567,601 

55,266 

1,216,371 

310,635 

$163,792 



(I  A T T A C H M E N T  I A T T A C H M E N T  I 

, I I I I Di rect  L o a n s  I I 
1  ! I T o  Pub l i c  He l d  I 1  I 
I A g e n c y  I Di rect  L o a n s  I B y  FFB  A n d  I A g e n c y  G u a r a n t e e d  I 
I Di rect  L o a n s  I T o  Pub l i c  I G u a r a n t e e d  B y  I L o a n s  , 

Aqency /Depa r t r en t - -P rog ram I T o  Pub l i c  I He l d  B y  FFB  I Agenc i e s  I O u ts tand ing  I 
~ *= = = r = tO ll:= = x = t L = 0 = ~ = = * : = = ~ = ~ ~ = : : = = ~ = = * - - - - - - ~ ‘-  mws .mm ,-I:= = = 5 = := ‘I= L = = = = = L  I--------,,,,,,-;,,,(,,,,,,,,, ~ - ~ - ~ - ~ - - I ~  wm--- -v- - - - - - - - - - - - f i  , - - - - - - - - - - - - - - - - - - - , - - - - - - - - - -“- - - -  ~ ~ ~ ~ - - ~ * ~ ~ ~ ~ - ~ - ~ (  

I I I 1  0  I 
- - - - - _ _ - - - - - - - _ _ _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - - -  1  I I I I I 

lDepar t ren t  of  H o u s i n g  a n d  U r b a n  Deve lopmen t !  
_ _ _ - - _ - _ - - - - - - - - - - - - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - - -  

I 

I 

I 
I 
I 

i  1 4 , 7 9 0 , 4 7 7  
I 
I I 
I 
I 375 ,180  
1  3 , 8 9 1  

2 ,074 ,426  

Pub l i c  a n d  I nd i an  Hous ing :  
L o w - R e n t  Pub l i c  H o u s i n g  L o a n s  !I O ther  E x p  
L o w - R e n t  Pub l i c  Hous ing ,  FFB  Direct  L o a n s  

8 ,240 ,286  
2 ,074 ,426  

l i ove rn ren t  Na t i ona l  l i o r tq rge  Assoc ia t ion :  
W a n a q e r e n t  L i qu ida t i ng  Func t ions  F u n d  
G u a r a n t e e s  of  M o r t g a g e - B a c k e d  Secur i t ies  265 ,458 ,085  

Coreun i t y  P l a n n i n g  a n d  Deve lopmen t !  
Co rnun i t y  Dcv  Gran ts ,  FFB  Direct  L o a n s  
Rehab i l i t a t ion  L o a n  F u n d  
Revo l v i ng  F u n d  (L iqu ida t i ng  P rop ta r )  
Revo l v i ng  F u n d  (L iqu ida t i ng  P rog rams ) ,  

FFB  Direct  L o a n s  

4 1 b 1 3 7 3  1  

I 7 1 2 , 4 9 3  
! 349 ,049  

Tota l  -  Al l  Depa r t r en t  of  H U D  P r o g r a m s  

_ _ - _ _ - _ _ - _ _ _ _ _ _ _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - - -  

1  I 
t Depa r t r en t  of  In ter ior  
- - - - _ _ _ - - _ _ _ _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - - -  

Ha te r  a n d  Sc ience :  
L o a n  P r o g  for  Cons t ruc t ion  of  Distr ib Sys  
E m e r g e n c y  F u n d  

5 1 9 , 3 5 6  
12 ,993  

Fish a n d  W ildl i fe a n d  Parks :  
Cons t ruc t ion  

I nd i an  A ffairs8 
Revo l v i ng  F u n d  for  L o a n s  
I nd i an  L o a n  G u a r a n t y  a n d  I nsu rance  F u n d  

Terr i tor ia l  II In te rna t iona l  A ffairs: 
A d r  of  Terr i tor ies,  FFB  Direct  L o a n s  

1 8 9 , 3 0 2  

60 ,343  
m--s--------*--  

60 ,343  
+=r:==::::::tz: 

60 ,343  
----------------- 

249 , 645  
--- - - - -M-e---- - - -  -w-- -w--m-m--- - - -  

Tota l  -  Al l  Depa r tmen t  of  In ter ior  P r o g r a m s  



ATTACHMENT I * 
'ATTACHMENT I 

I 
I I 

Agency Guaranteed I 
Loans I 

Outstanding 1 

I I I Direct Loans 
t I To Public Held 
I Direct Loans I By FFB And 
I To Public I Guaranteed By 
I Held By FFB I Agencies 

I 

Agencyllleparteent--Program 

I 

I Agency 
I Direct Loans 
I To Public 

..----.-1-.--------..--------..--..--.--.-- 

I Departrent of Defense I 

Revolving and Hrnrqeeent Fundsr 
Defense Production 8uarantee FFB Dir Loans 
Defense Stock Fund 
Navy Industrial Fund, FFB Direct Loans 

17,621 

1,721,366 
1,210 i 

I 1,721,366 

Total - All Departernt of Defense Programs 

,---------_----__________________________--- 
h Departrent of Cowerce I 
‘------------------_-____________________-- 

fconoeic Developrent Administration 
kiscellanrour Appropriationsa 

Financial and Technical Assistance 
Trade Adjustaont Assistance 
Fisheries Loan Fund 
Federal Ship Finrncinq Fund 
Drought Ilsrirtance Proqrar 
Econoric Development Revolving Fund 

National Ocranic and I\trosehrric Adrin. 

6,BOJ 
7,776 
9,091 

10,129 
62,859 

544,043 

2,140 
11,757 

. i67,9@0 

Coastal Energy lapact Fund 

fc rtal - Ml Departeent of Conerce Proqrars 

90,456 

I-_-_-_-_-_------_-_----------------------- 

Departrent of Agriculture I 

wriqn Assistance Program 
6eneral and Special Funds L1,367,676 

rrrodity Credit Corporation1 
Short and Rediur Terr Export Loans 
Coeaodi ty Loans 
Storage Facility Loans 
Export 6uarantee Claim 
CCC Export Buarantee Prograr 

747,506 
13,698,399 

26,952 
3,196,932 

9,902,251 

ural Electrification Adrinirtrationr 
Rural Corrunication Development Fund 
Rural Electrification and Telephone 

Revolving Fund Loan Luthoritations 
Rural Electrification Administration, 

FFB Direct Loans 
Rural Electrification Administration, FFB 

Loan Asset Purchases 
Rural Telephone Bank 

21,707 

10,049,642 

9,964 

1,300,769 

23,710,456 

4,127,007 
1,425&l 
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* ATTACHIfENT I ATTACHMENT I 

I I I I Direct Loans I I t 
I I I 1 I To Public Held I \ 1 
I Agency I Direct Loans I By FFB And * I I\gency Guaranteed I 
I Direct Loans I To Public I Guaranteed By I Loans I 

~qency/Departeent--Proqrao I To Public I Held By FFB I Agencies t Outstanding I 
~*=~=$*$**=*8*==*=8=*~==8=~=8**8*$$~=~8=~=====$,---=----“-----------,-------------------,--”------.---------,---------------------, ,..-- ----------------,-------------------,-------------------,---------------------, 
I Departrent of Agriculture Continued I I I I f I 
------.--.---..---------------------------- I I I I I 

8 I I I I I 
Farrers HoBe Adrinirtratiom I I 

Agricultural Credit Insurance Fund I 
lqricultural Credit Insurance Fund, FFB I 

Loan Asset Purchases I 1 
8el f-Help Housing Land Dev Fund I 1 
Rural Housing Insurance Fund I 
Rural Hourinq Ins Fd, FFB Loan Rsset Purch 1 
Rural Devtlop!ant Insurance Fund I I 
Rural Developrent Insurance Fund, FFB Loan I 

Asset Purchases I 
Rural Developrent Loan Fund I 

I I I I I 
501,719 I . I I I , 4,069,726 

I I 1 I 
I I 28,960,835 I I 

735 I I I 

422,4b3 I I I 59s ,Ob9 
I 29,002,OOO I I I 

201,856 I 
I 

I 

I 7,956,978 

I 
I 2,534,809 I 

36,832 
-----~~---~~-~-~ 

41,700,280 
8885+:8*:%:8%:%: 

I 
I 

Total - A11 Dept. of llgriculture Prograns I 
I 

; 
I.----------------------------------------- I 

I Funds Appropriated to the President I I 
..-----------------------------------.--.-. I 

I 
International Security Assistance! I I 

Foreign Military Sales Credit 1 
FNS 6urrmterr, FFB Dirrct Loans I 
Econoric Support Funds ! 
6urramter Reserve Fund I 

I 
International Developrent Lrrirtancer I , 

International Orqanirations and Proqrars I 
MD Functional Developernt lscistance Prog : 
MD Rircsllanrous Appropriations I 
AID Housinq and Other Credit Guaranty Prog I 
AID Private Sector Revolving Fund , I 
AID Developrent Loans-Revolving Fund I 
Overseas Private lnvertrent Corp. I 
OPIC, FFB Loan Asset Purchases I 

I 0 
Total - All Funds E\pprop to the President I 

4,281,383 

6,855,707’ 
1,331,893 

40,376 
3,581,332 

155,999 
65,374 
21,447 

8,143,172 
39,339 

i 

I 259,087 i 

I 438 
I I v-------------- 

I 438 
I :8$8%:38883$:8~ 
I 

-----w------w---- I 
19,729,049 I 

%8*8’L$8+8%:~8:~8 1 
8 

I 
I 
1 
, 

I 
I Environrental Protection Agency I I 
-----------_-______-____________________--- I 

Federal Funds: 
Abaterent, Control, and Compliance 
Contruction Grants 

63,553 
34,329 

Total - 411 EPA Programs 97,882 
:8$:8:::88%:$%8: 

_ 



k  A ’l l TACHMENT I A T T A C H M E N T  I 

I 1  1  I Di rect  L o a n s  I I 
I I ‘1  T o  Pub l i c  He l d  I I I 
1  I A g e n c y  I Di rect  l oans  I B y  FFB  A n d  I A g e n c y  G u a r a n t e e d  I 
I Di rect  l oans  I T o  Pub l i c  I G u a r a n t e e d  B y  I L o a n s  I 

Agency lDep r r t een t - -P rog r r r  I T o  Pub l i c  I He l d  B y  FFB  I Aqenc i e s  t O u ts tand ing  I 
.D= *=5~L=3~5L+ t~L I 8 *= : : :  t= L + + L .:O *= = ~ f L t ) = r r ~ ~ ~ ~ ~ ~ = ~ ~ ~ = ~ = = ~ ~ ~ ~ ~ = ~ ~ ~ = ~ ~ ~ = ~ = ~ = :::~- - - - - - - . l . - - . - - - - - - - - - - - - - - -~-- - - - - - - - - - - - - - - - - - - - i  - - - - - - - - , - - - - - - - - - - - - - - - - - - - ( - - - - - - - - - - - - - - - . - - - - - ,  

. - . ._ ._____-_____-__- - - - - - - - - - - - - - - - - - . - - * -  

I G e n e r a l  Serv i ces  Ade in is t r r t ion  I 
- - - - - . _ - . - _ - - - - _ - - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - - -  

Rea l  P rope r t y  Rctivi t iesr 
Fede ra l  Bu i l d i ng  F u n d  
Fedr r r l  Bu i l d i ng  Fund ,  FFB  Direct  L o a n s  

Tota l  -  1 1 1  B S R  Prog r r r s  

_ -___ . _ - . ________ -______________________ - - -  
t Nat iona l  Ae ronau t i c s  a n d  S p a c e  R d e i n  I 
_ _ _ - - _ _ - _ _ _ _ - _ _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ I _ _ _ _ - - -  

Fode r r l  Funds !  
Space ,  Fl ight,  Cont ro l ,  a n d  Da ta  

Cor run ic r t ions ,  FFB  Direct  L o a n s  

Tota l  -  Ml  N M  P r o g r a m s  

t S e a l 1  Bus i ness  Rdr in is t ra t ion  I 
___ -_ . _ -_ . ___ -_ -___ - - - - - - - _ - - _ - - - - - - - __ -__  

Fede ra l  F u n d s 8  
Bus iness  L o a n  a n d  Invest rent  F u n d  
B u r r a n t e e d  Loans ,  FFB  Direct  L o a n s  
Snr l l  Bus i ness  D e v e l o p m e e t  C o  loans ,  FFB  

L o a n  Asse t  P u r c h a s e s  
Disas ter  L o a n  F u n d  
Po l lu t ion  Con t ro l  Equ i p r en t  Cont rac t  

6 u a r m t n  Revo l v i ng  F u n d  

Tota l  -  Al l  S B A  P r o q r a n s  

_ - _ - - _ - _ _ _ _ - - _ _ - _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - - -  

I Ve t e r ans  bde in i r t ra t ion  I 
- - - - - - _ - - - - - - - - - _ - - - ____________________ - - -  

Fede ra l  Funds :  
Bu r ia l  Benef i t s  a n d  t l i sce l laneour  Assist  
Ve t e r ans  I nsu rance  a n d  Indern i t i te r  
L o a n  G u a r a n t y  Revo l v i ng  F u n d  
Direct  L o a n  Revo l v i ng  F u n d  
Be rv i ce  D i sab l ed  Ve t e r ans  I nsu rance  F u n d  
Ve t e r ans  R e o p e n e d  I nsu rance  F u n d  
Educa t i on  L o a n  F u n d  
Voca t i ona l  Rehab i l i t a t ion  Revo l v i ng  F u n d  

4 , 0 9 7 , 8 9 2  

2 , 8 3 1 , 5 8 6  

i  

I 

I 
I 
I 3 9 7 , 0 4 4  

1 5  
B 6 4  

1 , 6 8 5 , 3 1 0  
9 3 , 0 6 1  
4 0 , 2 3 2  
3 0 , 8 7 3  
4 1 , 9 1 0  

3 9 0  

6 , 9 2 9 , 4 7 B  
, 
I 1 2 , 9 2 9  

i  

I 6 3 6 , 6 9 2  
I I 3 9 7 , 0 4 4  

I 
I 
I 

I B ,376 , 788  
I 
I 
I 
I I 2 , 9 4 1  

i  

I 1 4 4 , 8 2 0 , 2 4 7  
: 1 , 8 5 0  



* ATTACHMENT 1 ATTACHMENT I 

I I 
I , I Direct Loane I I 
I I I To Public Held I I 
I I Agency I Direct Loans I By FFB And I I\gency Guaranteed I 
I Direct Loans I To Public I Guaranteed By I Loans : 

bgency/Departeent--Prograe I To Public I Held By FFB ‘I Agencies I Outstanding I 
~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ------------====,---------------,---I-------------------,--- ,,,--,---I ,“-‘--“--‘-‘-‘-“‘)-‘--“-“‘-‘---“--,---~~:::==::---------, 
I Veterans Ldrinistration Continued I I 
_---___---__-___________________________--- I 

I 
Trust Funds! I I 

National Service Insurance Pund I 995,078 
US 6overnaent Life Insurance Fund 1 I 22,910 
Veterans Special Life Insurance Fund I 79,773 

I , ---~-~~--~~~~--- 
Total - All VI\ Prograar 2,990,416 

**z:rt::::::z::: 
I 1 

-----____---___-____-------.-----.--------- 1 

I Departaent of Treasury I I 
--------__-----_.---____________________-- I 

I 

Financial tlanageeant Service! 
Bio Mass Energy Development 

Total - All Departrent of Treasury, Program 

I 
I Other Independent Aqancier t 
__-_-____--____----_____________________--- 

District of Coluabia: 
Loans to the D,C, for Capital Outlay 

Export-lrport Bank of the US! 

Federal Deposit Insurance Corporation8 

Federal Hole Loan Bank Board8 
Federal Savings and Loan Insurance Corp Fd 

Interstate Correrca Coeeission: 

National Credit Union Adeinirtration: 
Credit Union Share Insurance Fund 
Central Liquidity Facility 

1,49B,205 

14,997,683 

31795,153 

2,734,716 

28,000 
lBO,OOO 

--------------- 
0 

:::z5:0*:::DI** 

0 

1,072,292 I 
I 

-..-------ww----se 1 

1,072,292 I 
*r:z:::*:LDIst==+ I 

I 

I 
I I 
1 

I 
I 

I 
I 

7,357,OlO 

i 
I 
I 3,134,439 
I 
f 1,200 
I 
I 
I 
! 
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ATTACHMENT I ATTACHMENT I 

I 
I I Direct Loans I 8 I 

I I I To Public Held 1 I , 
I Agency I Direct Loans I By FFB And I Agency Guaranteed I 
I Direct Loans I To Public . t Guaranteed By I Loan5 I 

RqencylDepartnent-Program I To Public t Held By FFB I Rgencies I Outstanding I 
~x%L%%%%L%L%%%%%%%~t%%~x%~~~%xx%x%:%x:%xx%%~%~%~%%%~----------------‘--------%~::::~:::*~%~%:%%~:~ -_------_--__---,_------- _----_--__I-____-_______ -----‘-‘-“-“““-‘““.rD..I==I 

I Other lndcpendent Lqencies Continued I I I I I 1 I 

Unitrd States Postal Service: 

lennarliee Valley Authority: 
lennerree Valley lruthority Fund: 

Non-Power Pr opr am 
Power Propram 

TV& Fund, Seven States Energy Corp., 
FFB Direct Loans 

2,692 
255,337 1) 150 

1,640,492 
I 

1,640,492 I 

United States Inforration Rqency: 
Salaries and Expenses 565 

i 
’ 1 

1 Unitrd States Railway Association: 
Rqional Rail Raorqanization Proqraa 91,682 

United States Synthetic Fuels Corporation: 19,564 i 
--------------- ; 

~ Total - 1111 Other Indeprndrnt Aqancics Progs 
I 

12,153,855 

i 
--------------- I ---------------- 

131,870,bBO 
%%:%:~D:**%%%Z=z 

TOTALS 70,271,466 I 53,873,919 I 566,655,444 

I TOTAL DIRECT LOANS DUE FRO! PUBLIC 256,016,065 
%~:f%==~%z==%%: 

j Source: Budget ADDendix for fiscal year 1987, 
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I 

, - ATTACHMENT II ATTACHMENT II 

Education 

Guarurtrod Student Loans 
Nat lonml 0%. 
Collwp thwlnq Loane 
H~qhar Education Facilltmo Loane 

s 200 s 30 $ 0 s 0 s 0 t 0 s 0 
48 7 0 0 0 0 0 

1,102 579 579 983 579 931 522 
0 0 0 0 0 142 83 

fiualnau Loan Inwrtmant Fund 1,153 251 0 0 1,000 140 

Dlout~r loon* 1,100 403 600 277 670 168 
Dsvmlopmnt Compmlsr 0 0 0 0 500 249 

Vetwane Admrniatratlon 

VA Vmdee Loww 70 55 0 0 YOO 176 

Houalnq and Urban Dwslopnnt 

FHA fund 

Rehabilitation Loans 
community D*velopment 
Houslnq for Elderly and 

Handicapped 

IOQ 267 300 

10 4 0 
0 0 35 
0 0 0 

217 -350 
0 Y50 

21 200 
0 500 

212 
35 

120 
444 

Aqr8culture 

Rural Hcwmq Loans 100 26 1,715 2,200 1,715 1,200 8YO 
Rural D*relopment Loans 100 52 1,000 1,870 1,000 1,200 502 
Rural Elect. Admin. Loww 100 46 2,017 0 0 1,000 653 
Aural Telephone Bsnk 100 36 0 0 0 500 449 

lntrrkor 

Burseu of Rsclmat ion 0 0 0 0 358 154 

STATUS OF AGENCY LOAN ASSET SALES 

Flnel fvxal 1987 budget 

Pilot program Estmated (Include8 budqst rscmclll- Fiscal 1908 

fiscal 1987 budqet net rev*nuo at&on act rewlreent.9) budget call 
Estlmatsd a8 per budget Estlmatsd Estimated 

Amount net raconclllrtlon act Amount net revenue Auwnt net revenue 

to be #old* revenue0 rsqulrementsb to bs aoldC 19e7c to be soldC 19w - - 

--------------------------------------(,n mllllons)--------------------------------------- 

@Fiqurso a# reported in the mid-seasron ~WII)W of 1987 budget. 

bnibua Budpt Roconclliation Act of 1986 dare not msntlon the dollsr amount of loans to be sold. 
Amount Include0 $2 billion In RCA prepayment4 required under the act. 

CFrqureB aa reported In Sgec~al Analysts 'F', Budget of U.S. Covsrnmant. 1968. 
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* '(rATTACHJ1ENT IL ATTACHHENT II 

STATUS OF AGENCY LOAN ASSET SALES 

Fmel fiecel 1987 budqet 

Pilot propran Eetrmeted (wvzludes budget reconclll- Flscel 1988 
flOCs1 1997 budqet net revsnue stlon act requirements) budqst cell 

Eetlmeted es per budget Estlmeted Estlmetsd 
Amunt net reconc~lret~on act Amourit net revenue Amount net rsvenue 

to be sold rsvenue requlremente to be sold 1907 to be sold 1988 - - 

--------------------------------------(1n mllllons)--------------------------------------- 

Heelth end Humen Servicer 

Medxel Fecllltree 0 0 0 0 0 132 30 
Heelth Helntenence Orqenlretlon 0 0 0 0 0 97 24 

Treneportetlon 

Rellroed Rehebllitetwn 0 0 0 0 0 585 206 

Other 

Export-Import 0enk Loene 
CUM Tendon PIend 
EW tiuemt.ti sLd 
Perklne (H)SL) Loened 
VA-Vendee LoGed 

Tote1 

0 
0 
0 
0 

$0 

1,500 2,010 
0 - 650 
0 0 

0 0 

$6,071 $9,346 
,- 

1,500 1,200 
413 529 

0 250 
0 33 

%X s 745 

$6,274 
- 

$12.570 

J12 

(49) 
10 

5 

$596 

$5,907 
- 

dAmmte noted uMr those Progrms ere pert of e prevlouely astrbllshed loon sales eFfort. 



HI) 

kJgriml- 
z tute 

otter 

Fiscal 1987 Status related to the hiriq of 
kunt 5t imted Finmcial 

to be sold net r- adviser mdervriter 

--_- -------(in milli-)--- 

college Housing Iaans $ 983 s 579 

Sales oethod Plemmf& 
In-house Limited YO he sold bact 
expertise undecidml l lM-remurse r-se -t to borraacs Fstirated sale date 

chmical Bank Lh3ern i ter ray 
be hired in 
spcinq of 1987 

I I I July-Septaber 1987 

Disaster loan!3 699 277 

l9M fud 3w 217 

Cllnity deve1qrent 35 21 

llur.01 lloldng LOMS 2,291 1,715 
falral deuelopPnt mans 1,879 l.ooQ 

Export-1lport loans 2,OiB 1.5po 

HD~TandaP1iM-l 659 413 
VAVdlDans $691 $ 552 

Selectim my be 
finalized in 
wril 1987 I 

Selection may be made 
in spring of 1987 

selection my be ” 

finalized by end 
of Ilarch 1987 

I I 

x 

x 
overcollateralizatio 

. 



oupYlERlSllCS (If t8y POR~FIUIB In ,911 fEE9M KEN3 fR96Wl9 2 _-____-__----________I___________-__-------_-__---_________ r3 
lzVlEm Y smff DY sn9 Ill IUI) Y Iv87 CI _-_-________________----------------------- C 

FlYEllY aMRwESlfl lCS 
-__*--------_----------- 

vetuens : hputemtof ltms~q aad : hputmtof lyirdtwe ; Sullhuess : hputmt of Ekratlm I Oepevtatei E&cation ; 
: Meirl$lr~tla : Urbm kvelqvrt : f&a! Ektflficatlm : Meietrtrrtrm : euurteed studeet : Collqe masir) : 
8 vandee LMnS Seltlfaelty Leaes 1084s : Disastw ks Lees5 : Leaes - FISL III : LWr : 
:----------------------------:-------------------------------;----------------------------:----------------------;-------------------------* l _ -  - - - - - - - - - - - - - - - - - - - - - - - ;  

, 
Uei9bted Lrere)rh9e I LB2 fears 

a.13 pus 

11.2 bllllee 

10.16 prrmt 

ant calcutated 

24.5 pus 

42.8 bIlllen 

6.9 pacat 

10.5 years : 

24.5 rear6 : 

: : 
10.94 pus lb): 12.0 pus : 

: : 
0 yeus It): 21.54 years ; 

’ : : 
$1 Lllia : $2.2 bllhm : 

netqbtod nrrqe Rnmiq Life to Ratvrty : 

lhqud ~IKlpS~ ~ShKC Of f’OfttOtl0 

ucrqbttd nmqe leterntflate : 

C&.LLCllW SINIS U~KIILEIERISIICS 
__-_---___--___-__-------------- 

Loan Currnt Rate 

Loan 9ellrqurlltuate 

Percent of Key Socueeets la file I 

Petceet of Key 9ocments H1ssie9 

Pnceet of files lfirsinq 

67 percent 

26 percent 

7 pwcent 

86.7 pefcmt 

1.1 percmt 

5.6 percent 

69.6 percent 

2J.2 pnrmt 

1.2 pefcmt 

79.6 percent 

4.4 prcmt 

16.0 perceat 

ONi bIlliea : 

3.71 perrent I 

, 

loo pNcat : 

0 percmt : 

0 percent : 
I 
0 

loo pefcmt : 

0 pncmt ; 

oprcent I 

3.19 perter& 

92.95 pertoet 

5.64 pscmt 

1.41 percent 

98.5 pwcmt 

0 pwcmt 

1.5 pwcemt 

: : 
I 1.24 pNreBt : 3.16 pNrst te1: 
6 : : 

: 
: 
: 

8.7 perceat : 

91.3 percnt ff,I 

v5.a9 pNcmt 

4. I2 pacwt 

66.3 pncmt 

8.0 pefcrt 

: 

24.5 perrlrt lb1 ; 

, 
10.2 pefrmt lb): 

(a) Oata based m  review at tea ot three rqlans that sewto Eduratlw’s guaranteed student loans, except for the uapakd pr&eclpal baiarre. 

Ic) Oace a borreeer defaults on a &wraetnd Student Loan Prqrae - federal insured Studrst Loan, the loan, accwdiq to the proe~ssory note LKOICS ioeediatrly due and payable. lhe tmdev tbn flies 
a clare aed returns the dellqueet loan to tbe kparteent of fducatioa. Secansr of the default, tbcse loans have no reeainq your to l aterlty. 

id) Ibe Sull lhs~nrss Uelnlstratlm ah Las an addltloeal sIXi ekllim in uncoliataallzed loans that me did nnt reviee er saeplc. 

IL) Not rlplted avnqe interest rate. 

If) Collcctrb~lit~ of defiqumt loans IS h19hl~ qsCStlMable. 
t 

lpi Ye cold not calculate the UQCOtlKtlble rate. Hwera, the collecttblllty of easy defaulted loans IR the student. loan prqrae IS dwbtful. 

Ihl Data Obtained free sarplr takm III flay IW. 
. 



FlfWtIY KfKVSESOf Sit LDMPCUIFUIOS f 'GEPGSEDFDll WE 111987 
-----------__--_--_-____________________--~--~-~----------~---~~~~- 

PORIF#IO KfKVSES 
-----------------_--_____ 

POHFOLIOUPIIG PftIClPK GKKffZE 
&I THE Illy GF GUI3 REVIEY 

NtHlHV PGIKXPK MD IGTEGESI FWIEITS 
CffmEIlLV GECEIVED 

W O W  PfIlWiPK MD IfffEftW PIWWlS 10 GE 
RECEIVED IF F'ORlFfkfIl IS HELG WER REfWYIfIG 
LIFE 

fwsfffr VKGE OF 6FmSs fwclPK AI0 
IfflEAESf PhYLYIS IF IIELD 10 IEGG IfSINS 
TRElSlfGV'S GOGWIYG IYlEGESl RAIE (Cl 

c 
l- 

ESTIHNED VALUE C# PROCEEDS IF 
WE 60uEmflEw1 SELLS GIlIf RECWRSE 

ESTlMlED COST of RECIWISE F'fillVISIoI( lff 

ESllfWED WY ff PRGCEEDS If 
7% 6aVEnflnEYl SELLS ffllff Kl GEcGfJftsE 
OR PGEPmEWl IV DWltoGER 

ESTIMlEG MS1 DF N5N GECGWE P~~GVIS~LN 

Vctnrr : beputwrtof ffrJwy and : Dyutmot of hqacultuc : 
: nda101strat1w : Urban Dorelo)omt : Gural Elcctrifmtma : 

VVndeeLo&n5 : fhlltlfutiy Lou5 Loan5 
;------------------------:------------------------------ :-------------------------------: 

8 1,241,376,2Gl : 

11,710,703 : 

3,125,G2?,GG9 : 

1.540,5~0$65 I 

(11 

idl 

Id) 

(it 

s 2,798,926,00( : j 14,671,823,506 : 

19,154,83G : 16,553,214 : 4,!41,023 I 

5,001,922,372 : 22,506,662,556 : ?06,871,274 : 

2,66&816,GG2 (cl: 10,4G4,531,863 : 

2,79CI,926,004 lrl: Kl1 IIPPtlCAGLE : 

201,522,612 : Ml WLICAGLE : 

559,7Bs,?GO w: 9,2%,491,9il7 @I: 

2,239,140,804 : 1,146,039,876 : 

sull GuslrNs 
ndrlnlrtratlm 

Dtuctn Horn Loan3 : 
_______________________:_ 

j bW,912,264 Ia): 

535,381,536 I 

Id) 

ldl 

Id) 

td) 

la) WE SffKL WSIYSS ~ID~IIIIS~RAIIM KS0 HKi 1111 MDll lLMK 4135 tllLLlGG lfl UNCfKLLIERALIIED LGMS IMI GE DID ffG1 GEUIEY Off SARLE. 

fbl PRESW VKIX CKCULAlER GW ffGGlKV MWGfS COLLECIED LESS ESllMlEB GfCkLECllGLE MfWfIS. CKCGLAIILW DASEB Off lRcffiURI'S 1986 I-DILL, ffOlE, W  GM RhlES. 

Dyutoeut of Edrrtim : GeGvtmatef Ebcrtm : 
ktrrteed stedoet : CelleGe ffmwy 

Loam - FIK : I.- 
-___________________-------* ,---------------------------: 

: 
j 1,05G,6oG,ouG : s 2,181,51?,712 : 

: 

I,M,nR,505 : 11,66G,54.6 : 

GQlWLICAKE : 3,814,023,100 : 

1,037,2W,OVO : 1,517,142,954 : 

Id) l,319,540,360 : 

fdf 

Id1 

60,693$56 : 

1,17G,651,93G : 

(11 338,491,124 : 

(cl FffESEffl VKGE G&ED MI IGEWFIY'S fHWHV AVERLLM Iy JO QEM NGIE MD BOND INlERES1 MIE. 

Id) FIGGGES 10 # EVELOPED. 

M  FlWtE BIISED GN ESllffNf FROf! FEDERAL YLTlGffY RGRfShGE ffiSMi!AIIGW. 
\ 

fff G&ED M ESlllUlE OF LGWS RElGfMG 10 IIL SOVERIIYGI LMER WE RECINJGSE PWVISIGN. 

IQ) THIS GEPftESEYlS PREPiwllEffl GV IffE GGFdtGKRS. If 1RSE LCWS ffERf SRO 10 I!# WRIC, THE fS11MIEG PROCEEDS WWI 8f r?.8?4.141.74~ YIIH RFCOIIRI OR IP.IOIY?W.T~~ YIIIWI RFOUIPSF 
t 




